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DICTA

RETURNS, PRACTICE, AND PROCEDURE
CHANGES UNDER THE 1954 INTERNAL
REVENUE CODE*
0

GEORGE H. ALLAN
the Denver Bar; District Director of Internal Revenue, District of Colorado

The topic assigned to me is "Returns, Practice, and Procedure
Changes under the 1954 Revenue Act." This embraces a multitude
of changes, some of which will concern you rather frequently,
others infrequently. I will discuss the ones which appear to be of
the greatest general interest.
As you know, the Internal Revenue Code of 1954 became law
upon its approval by the President at 9:45 a.m., Eastern Daylight
Time, on August 16, 1954. Its various provisions become effective
at various times thereafter. Some, such as those relating to estate
tax, became effective immediately. Many of them were effective on
the day after enactment. Others became effective on January 1,
1955. Some of them apply to taxes imposed under the 1939 code.
Others apply only to taxes imposed by the 1954 code, and still others
apply to taxes under either code. I will point out the effective dates
of the various sections as I discuss them.
As you realize, most of these new sections of law must be
officially interpreted by the Commissioner of Internal Revenue with
the approval of the Secretary of the Treasury before they may become operative. These official interpretations, which will be in the
form of regulations, have been in course of preparation for some
time and are now being readied for issuance as rapidly as possible.
Until these regulations are issued and the official interpretation of
the law has been announced, anything that I may say about them,
or that anyone else can say about them, is a matter of personal
opinion and not an authoritative technical explanation.
For our purpose here this morning, I plan to call your attention to many of the changes which have been made and to paraphrase to you as best I can the highlights of the text of the law
itself. As the various regulations are issued, you will then be able
to ascertain the technical interpretation placed upon these sections.
I have followed as closely as possible the content and topical arrangement furnished to me by your Tax Institute Committee, and
I will follow the order in which their outline groups the items.
FILING AND PAYING REQUIREMENTS

Under the new code Section 6072(a) extends the period allowed for filing individual income tax returns by an additional
month, so that individuals and partnerships may file on or before
the fifteenth day of April, or of the fourth month following the
close of their taxable year if on a fiscal year basis. This is applicable
*The articles included in this issue are from addresses given by the authors
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to taxable years beginning after 1953, except short taxable years
ending in 1954 on or before the date of enactment.
A change has been made under Section 6012 as to individual
filing liability. The former minimum of a gross income of $600 or
more has been changed with respect to a taxpayer sixty-five years
of age or older, who is not required to file a return unless he has
gross income of $1200 or more for the taxable year. This provision
is applicable only to taxable years beginning after 1953 and ending after the date of enactment.
Under the prior law, if separate returns were filed by husband
and wife and they later desired to file a joint return, it was necessary for them to pay all of the tax shown on the separate returns
before the joint return could be filed. Now, under Section 6013,
the requirement has been modified so that a joint return may be
filed if the total tax shown on the joint return is paid in full at or
before the time it is filed. This provision is limited to taxable years
beginning after 1953 and ending after the date of enactment.
Section 6065 relating to verification of returns authorizes the
Secretary to provide by regulations for certain returns, statements
or other documents to be filed without a declaration under oath or
under penalties of perjury. It further provides that an oath may
not be required in case of individual income tax returns or declarations. This section applies only to taxes imposed by the 1954 code.
The place for filing returns or other documents under Section
6091 is substantially the same as it was under old Section 53 (b) as
to income tax returns, except that now the Secretary, by regulations, may select the place for filing returns by persons who have
no legal residence or principal place of business in any internal
revenue district. Formerly, Baltimore, Maryland, was designated
as to the place for such filing. This Section 6091 (b) (1) applies
only to taxes imposed by the 1954 code.
CORPORATE RETURNS:

Section 6072 continues the provisions of prior law which required returns of corporations on a calendar year basis to be filed
on or before March 15, and those on a fiscal year basis on or before
the fifteenth day of the third month following the close of the
fiscal year.
A change is made by Section 6072 (d) with respect to the
returns of exempt cooperatives which now are to be filed on or
before the fifteenth day of the ninth month following the close of
the taxable year instead of the third month as heretofore. These
provisions are applicable to taxable years beginning after 1953,
except short taxable years ending in 1954 on or before the date
of enactment.
Section 6091(b) (2) requires corporate returns to be filed in
the district in which is located the principal place of business or
principal office or agency of the corporation, or, if it has none in
any internal revenue district, then at such place as the Secretary
or his delegate by regulations may prescribe. These provisions,
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which eliminate the prior specific requirement for filing in Baltimore, are applicable only to taxes imposed by the 1954 code.
As to the signing of corporation returns, Section 6062 now
provides that only one corporate officer need sign instead of the
two required under prior law. This provision is effective as to
taxable years beginning after December 31, 1953, except short
taxable years ending on or before the date of enactment.
With respect to consolidated returns, Section 1504 changes the
intercorporate stock ownership test by decreasing it from the 95
per cent requirement of the prior law to a new 80 per cent requirement. Section 1503 eliminates the 2 per cent additional tax on income of those members of the affiliated group which are regulated
public utilities, including certain lessors of railroad properties. This
applies only to taxable years beginning after 1953, except short
years ending on or before date of enactment.
The next topic was designated by your committee as "Senseless Returns," which they spell "Cents-less." Perhaps there are a
few returns filed which present such a distorted picture that they
might be well called "senseless" in the normal understanding of
that term, but here we are referring to two new provisions of the
code, Sections 6102 and 7504.
Section 6102 authorizes the Secretary or his delegate to provide by regulations for the filing of returns in whole dollar amounts
instead of requiring the showing of cents. He is authorized to do
this either by eliminating the figures showing cents or by rounding to the nearest dollar. This provision is only to apply to the
total amount required to be shown on any line on a return, and
does not extend to the computation of the various items which are
aggregated for the purpose of determining such amount. The
section further provides if any taxpayer does not wish to use whole
dollar amount, he may file on the same basis as under the present
law, that is, by filing exact cents. The effective date of this provision is the day after enactment. However, it applies only to
taxes imposed under the 1954 code and will become operative only
through the issuance of regulations.
The companion section, 7504, will permit the rounding to the
nearest dollar of any assessment of deficiency or underpayment,
or of a credit or refund. This section became effective the day after
enactment with respect to taxes imposed by either the 1939 or 1954
code, but, again, it will become operative only through the issuance of regulations.
EXTENSIONS OF TIME
Section 6081 limits extensions of time for filing of any return,
declaration, statement of other document, to a maximum of six
months except that in the case of taxpayers who are abroad, a
longer extension may be granted. This six-month limitation does
not change the prior law as to income taxes and certain other taxes,
but it does extend to six months the maximum which may be granted
as to a number of taxes where maximum extensions of only thirty,
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sixty or ninety days were permissible under the 1939 code. Included in that group of taxes are:
Taxes on Employers of eight or more
Oleomargarine
Adulterated Butter
Filled Cheese
Mixed Flour
Narcotics
Liquor
Firearms
Telephone, Telegraph, Radio and Cable Facilities
The effective date of this section was the day after enactment for
taxes imposed by the 1954 code.
As to the filing of corporation returuns, Section 6081 provides
that an automatic extension of three months will be granted if
there is filed a prescribed form (and Form No. 7004 has been prescribed for this purpose), and if such corporation pays on or before
the due date the amount properly estimated as its tax for the first
installment thereof. This automatic extension may be terminated
at any time by mailing to the taxpayer a notice of such termination at least ten days prior to the date of such termination fixed
in such notice. The provisions of Section 6081 became effective the
day after enactment, but pertain only to taxes imposed by the 1954
code. This will be implemented by regulations.
With respect to extensions of time for paying tax, Section 6161
provides that a reasonable period, not to exceed six months, may
be granted except that the period may exceed six months in the
case of taxpayers abroad. This section now establishes the six
months maximum extension uniformly as to various excise and
other taxes on the same basis as the previously authorized six
months extension in the case of income, FUTA, estimated and
gift taxes. It became effective the day after enactment, but its
application is limited to taxes imposed by the 1954 code.
The following section, 6162, authorizes the Secretary or his
delegate to prescribe regulations extending the time for payment
of tax on gains attributable to liquidation of personal holding companies for a period not to exceed five years from the date fixed
for payment of such tax. Extensions under this section may be
granted only where it is shown that failure to grant the extension
will result in undue hardship. It became effective the day after
enactment, but is applicable only to taxable years beginning before
January
1, 1956.
qi, ,fnn 6165 extens to al-] taxes the provisions "-i'hunde
prior laws applied only to income, estate and gift tax, that the
Secretary or his delegate may require a taxpayer to furnish bond,
not to exceed double the amount of the liability, whenever an extension of time for paying a tax is granted. Such bond is to be
conditioned upon payment of the tax or deficiency in accordance
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with the terms of such extension. This extension of the bond provisions to all taxes is consistent with the extension to other taxes
of the provisions permitting an extension of time for payment.
This section became effective on the day after enactment, but it
applies only to taxes imposed under the 1954 Code.
With respect to so-called information returns, Section 6041
provides that now information returns are only required from individuals for payments which they make in the course of a trade
or business, consisting of rents, salaries, wages, premiums, annuities, compensations, remunerations, emoluments or other fixed or
determinable gains, profits and income of $600 or more in any
taxable year. The provisions of this section are effective for taxable years after 1953, and regulations will be issued. The provisions of the prior law requiring information returns by persons
in the business of collecting foreign items, and with respect to information returns by corporations making payments of interest
regardless of amounts, continue in effect.
DECLARATION OF ESTIMATED INCOME TAX

The requirement for the Declaration of Estimated Income Tax by
an individual has been changed somewhat by Section 6015. For
1955 and subsequent years an individual must file an estimate only
if his gross income consisting of wages, and not more than $100
from sources other than wages, can be reasonably expected to exceed $5,000 in the case of a single individual, and $10,000 in the
case of a head of a household or a married couple. As to an individual whose gross income is expected to include more than $100
from non-withheld sources, he must file an estimate if his anticipated gross income is greater than the amount obtained by multiplying $600 by the number of his exemptions, and adding $400
thereto. Declarations of estimated tax by individuals now are to
be filed on or before April 15, or the fifteenth day of the fourth
month after the close of the taxable year, in accordance with the
provisions of Section 6073.
Under the 1954 Code, Section 6015, January 31 is the last date
on which an individual may file a return for the taxable year and
have it considered as the declaration or amendment due January 15.
In the case of farmers, the last day for filing such returns is February 15.
As to the date on which payments are to be made by an individual of his estimated income tax, Section 6153 changes the
date for paying the first installment of estimated income tax from
the fifteenth day of the third month, to the fifteenth day of the
fourth month of the taxable year. The due dates of subsequent installments have not been changed.
The penalties for failure to comply with the estimated income
tax requirements (our troublesome old Section 294(d)) have been
modified and ameliorated by Section 6654. It substitutes the single
addition of 6 percent per annum for the various penalties pro-
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vided under prior law. The new 6 percent addition is computed
from the due date of each installment on the difference between the
amount paid and 70 percent of what should have been paid. In the
case of farmers this amount is 66 2/3 percent. All of these sections
relating to individual estimated income tax apply only as to tax
years beginning after December 31, 1954.
A new provision in the 1954 Code establishes an estimated
income tax filing by corporations. Section 6074 provides for the
filing of declarations of estimated tax by corporations on or before
the fifteenth day of the ninth month of the taxable year, except
that if the requirements are first met after the last day of the
eighth month and before the first day of the twelfth month of the
taxable year, the declaration is to be filed on or before the fifteenth
day of the twelfth month of the taxable year. The requirements for
filing referred to in that section are contained in Section 6016. and
are to the effect that every corporation subject to the income tax
provisions of the 1954 Code shall make a declaration of estimated
tax for the taxable year if its income tax liability for such taxable
year, reduced by the amount which the corporation estimates as
the sum of any credits against tax provided by the 1954 Code, can
reasonably be expected to exceed $100,000. These provisions are
applicable only with respect to taxable years ending on or after
December 31, 1955.
Under Section 6154, the amount of the advanced payment of
income tax by corporations through the filing of declarations of
estimated tax begins with 10 per cent of the estimated tax for the
year ending after December 31, 1955; for the year ending on or
after December 31, 1956, it increases to 20 per cent; the following
year it becomes 30 per cent; the next 40 per cent; and 50 per cent
for taxable years ending on or after December 31, 1959. Generally,
these advance payments will be due in two equal installments to be
pai-d on or before the fifteenth day of the ninth and twelfth months
of the taxable year. There is a provision in Section 6655 for an
addition to the tax in case of an underpayment of estimated tax by
a corporation. The addition for underpayment of any installment
is the same as that provided for in individuals. These additions
to the tax as well as similar additions to the tax on individuals may
be avoided if certain conditions are met. These conditions will
differ somewhat between individuals and corporations and will be
determined and disseminated by regulations at an early date. All
of these sections relating to corporation declarations of tax apply
only to tax years ending on or after December 31, 1955.
CREDITS AND EXEMPTIONS

A new concept is presented by Section 37. This section grants
an individual a credit against his tax liability equal to the tax at
the first bracket rate on the amount of his retirement income up to
$1200. In case of an individual who has reached the age of sixtyfive, the term retirement income includes pensions, annuities, in-
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terest, rent and dividends. In the case of an individual who has
not attained the age of sixty-five, the term retirement income only
includes income from pensions and annuities under a public retirement system.
In computing the credit, the amount of retirement income up
to $1200 is reduced by any social security, railroad retirement,
military retirement pension or other retirement pension which is
excluded from gross income. A person who has not reached the
age of seventy-five may earn up to $900 a year as an employee or
in self-employment without reducing the amount of the retirement
credit. However, earnings in excess of $900 reduce dollar for
dollar the amount of retirement income on which the credit is based.
Thus, if the individual earnings equal $2100, he receives no tax
credit on his retirement income. For an individual who has reached
the age of seventy-five, there is no reduction on account of income
earned. The credit is restricted to individuals who have had earnings of at least $600 a year in each of any ten years prior to the
taxable year. Where both husband and wife meet this requirement,
each can qualify for the credit. A widow whose spouse would qualify under this requirement is herself qualified. This section applies
only to taxable years beginning after 1953, except short years ending in 1954 on or before the date of enactment.
Another new credit is provided by Section 34. This section
provides for a credit against the income tax of an individual of
4 per cent of the dividends received from domestic corporations
which are included in gross income. This credit applies only to
taxable years ending after July 31, 1954, and to dividends received
after that date. The application of this credit must take into account the exclusion of dividends received as provided in Section
116 of the code. Section 116 provides for an exclusion from gross
income of $50 of the dividends first received in a taxable year. A
husband and wife filing a joint return will each have such an exclusion where each receives enough dividends. This section applies
only to taxable years ending after July 31, 1954, but it applies to
dividends received in such years without regard to the date of
receipt.
Several changes in credits and exemptions appear in Sections
151 and 152 relating to deductions for personal exemptions. Under
Section 151 (e), it is now provided that an exemption of $600 may
be claimed for each dependent who is a child of the taxpayer and
who either has not attained the age of nineteen years at the close
of the calendar year in which the taxable year of the taxpayer
begins, or is a student. For this purpose, a child is now defined as
an individual who is a son, stepson, daughter or stepdaughter of
the taxpayer, and a student is defined as an individual who, during each of five calendar months during the calendar year in which
the taxable year of the taxpayer begins, is a full-time student at an
educational institution or is pursuing a full-time course of institutional on-the-farm training under prescribed supervision.
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The changes in Section 152 which define dependents are principally these: A dependent now includes an individual who, for
the taxable year of the taxpayer, has as his principal place of abode
the home of the taxpayer and is a member of the taxpayer's household and over half of whose support is supplied by the taxpayer;
or, an individual who is a descendent of a brother or sister of the
father or mother of the taxpayer and who, for the taxable year of
the taxpayer, receives institutional care required by reason of a
physical or mental disability and who, before receiving such institutional care, was a member of the same household as the taxpayer. The provisions of the prior law which recognized as an
adopted child one whose adoption was denied because the mental
incapacity of the natural parent prevented parental approval of
the adoption do not appear in the 1954 Code, so that only a legallyadopted child may be treated as a child of the taxpayer by blood.
This apparent change in recognition is cured by the general provision that any individual who for the taxable year has as his principal place of abode the household of the taxpayer, is a member
thereof, and over half of whose suport is supplied by the taxpayer,
may be a dependent.
The recognition of dependents who are aliens residing outside
the United States has been broadened by adding the Canal Zone
and the Republic of Panama to the former provision covering
Canada and Mexico, also certain children born to or adopted by
members of our armed forces in the Philippine Islands.
Another new provision in Section 152 relates to an individual
over half of whose support has been furnished by a group of persons, no one of whom furnished over half of the dependent's support. The members of this group now may agree among themselves in writing as to which member of the group, who must himself have paid over 10 per cent of the dependent's support, may
claim the exemption in each year. An additional change in this
section provides that amounts received by a student who is a son,
stepson, daughter or stepdaughter of the taxpayer, as scholarships
for study in an educational institution shall not be taken into account in determining whether such individual received more than
half of his support from the taxpayer. These sections relating to
dependents are applicable to taxable years beginning after 1953,
except short years ending on or before the date of enactment.
TAX RATES
This deals with Section 1 and 2 of the 1954 Code. Section 1
combines the former normal tax and surtax into an income tax at
rates ranging from 20 per cent to 91 per cent, with a maximum
rate limitation of 87 per cent. Section 35 of the code provides a
3 per cent credit against tax with respect to partially tax-exempt
interest and thereby preserves the exemption of such interest from
normal tax. Under subsection (c) of Section 1, the normal tax
is retained at the 3 per cent rate, although ordinarily it does not
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have to be separately computed. This section also provides for an
income tax on heads of households based upon the same rates of
20 per cent to 91 per cent, but extending to the head of household
the same advantage as previously, amounting to about half the
benefit of the split income privilege. It adds a new provision that
an individual will be considered the head of a household and entitled to exemption for his parents if he maintains a household for
them even though it is not the taxpayer's household.
Section 2 of the code now provides that a surviving spouse
may take advantage of the split income provision for two whole
taxable years after the year in which the spouse died, providing the
surviving spouse maintains at his or her home a household which
is the principal place of abode of a son, stepson, daughter or stepdaughter, with respect to whom the taxpayer is entitled to a dependent's deduction. The taxpayer is not considered to be a surviving spouse if he or she has remarried during this period, or
if he or she was not entitled to file a joint return for the year in
which the spouse died. These sections relating to individual tax
rates pertain to tax years beginning after 1953, except short years
ending in 1954 on or before the date of enactment.
With respect to tax rate on corporations, Section 11 continues
the present normal tax of 30 per cent and the surtax rate of 22
per cent on corporations for taxable years beginning before April
1, 1955, including taxable years ending after March 31, 1954. It
reduces the normal tax rate to 25 per cent for taxable years beginning after March 31, 1955.
Section 21 provides a general rule for all taxpayers as to
changes in rates for taxable years beginning after January 1, 1954.
Tentative taxes will be computed by applying rates in effect before
and after the change to the taxable income for the entire taxable
year. The tax liability will be the sum of the proportions of each
tentative tax which the number of days before and after the change
bears to the number of days in the full taxable year.
Practice and procedure changes under Chapter 63, relating to
assessments and refunds, include Section 6201 which authorizes
the acceptance of checks or money orders in payments for stamps,
but only to the extent provided in regulations and provides that if
any such checks or money orders are not duly paid when presented, the unpaid amount may be immediately assessed against
the taxpayer. It further authorizes the recovery by assessment of
any erroneous income tax prepayment credits in the same manner
as in the case of a mathematical error on the return.
Section 6203 provides that assessment shall be made by recording the taxpayer's liability in any manner provided by regulations; that is, it permits the use of machine operations or other
modern methods. It further provides that the taxpayer, upon request, shall be furnished a copy of the record of the assessment.
These two sections are effective as of January 1, 1955, with respect
to taxes imposed by both the 1939 and 1954 codes.
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One more section relating to assessments is of interest. Section 6213 provides that any amount paid as a tax or in respect to a
tax may be assessed upon the receipt of such payment. In other
words, an advance payment of income, estate or gift taxes may be
assessed upon receipt even though the taxpayer has not signed a
waiver agreeing to the assessment or though the statutory notice
of deficiency has not been mailed to the taxpayer. The effective
date of this section is the day after enactment, but it is limited to
taxes imposed under the 1954 code. It will be made operative by
the issuance of regulations.
COLLECTIONS

This is covered in Chapter 64. Section 6303 now provides
that Notice and Demand for tax shall be made as soon as practicable and within sixty days after the making of an assessment
of tax. It also provides that except in the case of jeopardy, payment may not be demanded prior to the last date prescribed for
payment of such tax. This section, as well as all of the remaining
sections of this chapter, are effective January 1, 1955, with respect
to taxes imposed by both the 1939 and 1954 codes. They will,
however, become operative upon the issuance of regulations or
operating instructions.
Under Section 6311, checks or money orders may be received
in payment of any internal revenue tax including payment for internal revenue stamps. Under Section 6312, Treasury bills, notes,
and certificates of indebtedness are acceptable in payment of internal revenue taxes or stamps. Section 6316 will permit the payment of taxes in the currency of a foreign country under certain
circumstances. These provisions will become operative only to the
extent provided in regulations.
Section 6322 provides that the lien imposed for unpaid tax
shall arise at the time the assessment is made.
Section 6323 (b) now makes it clear that the filing of the
Notice of Lien shall be valid notwithstanding any law of the state
or territory regarding form or content of Notice of Lien, if the
notice is in a form which would be valid if filed with the Clerk of
the United States District Court. This should eliminate all questions concerning the validity of Federal tax liens as against mortgagees, pledgees, and judgment purchasers where Notice of Lien is
filed in an office designated by the state law even though it does
not comply in form or content with such state law.
Section 6323 (d), to the extent provided in regulations, will
permit the disclosure of information as to the amount of the outstanding obligation secured by the lien to certain interested persons
other than the taxpayer.
Section 6325 clarifies prior law with respect to partial discharges so that now it is established that a partial discharge may
be issued if the interest of the United States in the property to be
discharged has no value.
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Section 6332 answers a question left open in prior law as to
the amount of interest for which a person is liable if he fails to
surrender property levied upon. The interest rate is established by
this section as 6 per cent per annum from the date of levy.
Section 6334 modernizes the list of property exempt from
levy. It now exempts wearing apparel and school books necessary
for the taxpayer or members of his family, without specific value
limitation, but intended to cover necessities rather than luxuries.
It also exempts, in the case of the head of a family, fuel, provisions, furniture, personal effects, arms for personal use, livestock and poultry, not exceeding $500 in value, as well as books
and tools necessary for the trade, business or profession of the
taxpayer not exceeding $250 in value.
Section 6335 removes the distinction between real and personal property insofar as the sale of seized property is concerned.
The time of sale is now fixed at not less than ten days nor more
than forty days from the time of giving public notice of sale.
Formerly, the period as to personal property was ten to twenty
days, and for real property, twenty to forty days. An additional
provision permits the mailing of the Notice of Sale to the last address of the delinquent person if he cannot be readily located or
has no dwelling or place of business within the Internal Revenue
District. This section further provides that the Notice of Seizure
and the Notice of Sale may be given simultaneously, or the Notice
of Sale may be given at a later date. However, such notice must
now state the manner and conditions of the sale as well as its time
and place. The place of sale now may be anywhere within the
county where the property was seized. Sales now may be conducted as public auctions or as public sales under sealed bids.
The former provision that the entire amount of the highest bid was
payable at the time of sale has now been modified to permit a
partial down payment and the subsequent payment of the balance
within a month. If the balance of the bid is not paid on time, the
part payment may be forfeited and the property may be resold
or the purchaser may be sued for the unpaid balance with interest
at 6 per cent. These provisions will become operative only to the
extent provided in regulations.
Section 6336 provides for the immediate sale of seized property if it consists of perishable goods or is liable to be greatly reduced in price or value by keeping it, or if it cannot be kept without great expense. In such event, the taxpayer is to be given an
immediate oportunity to pay the appraised value or give bond for
such payment and the property will be returned to him; otherwise,
it will be sold.
Section 6338 now requires the giving of a "Certificate of
Sale" to the purchaser in lieu of the present "Certificate of Purchase." A deed will be given, in accordance with the state law, to
a purchaser of real property which is not redeemed.
Section 6339 includes a change with respect to the sale of
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motor vehicles seized for taxes. It provides that the public official
charged with registration of title to motor vehicles shall record
the transfer in his records upon receiving notice of a Certificate
of Sale.
Section 6343 now provides that a levy may be released and the
seized property returned to the taxpayer if it is determined that
such action will facilitate the collection of the tax liability. All
of these sections relating to collection procedures are effective
January 1, 1955, with respect to taxes imposed by both the 1939
and 1954 codes, and will be implemented by regulations.
Abatements, credits and refunds are covered by Chapter 65.
Section 6402 (a) changes the prior law to permit the crediting of
interest on an overpayment against any outstanding liability for
any tax. This section is effective January 1, 1955, as to taxes
imposed by both the 1939 and 1954 codes.
Section 6411 now permits the application of any overpayment
resulting from the allowance of a tentative net operating loss carryback adjustment as a credit against any tax then due, whereas
under prior law such overpayment could be credited only against
income, war profits and excess profits taxes. The effective date
of this section is January 1, 1955. After that date it will apply
both to taxes imposed by the 1954 code and to taxes imposed by
the 1939 code.
Section 6415 extends to admissions and dues taxes the same
rule previously applied to communications, transportation and
safety deposit box taxes, with respect to the credit or refund of
overpayments of such tax being permitted when it is established
that the tax was repaid to the person from whom it was collected
or the written consent of such person to the credit or refund was
secured.
Section 6416 similarly extends such refund provision to
cabaret taxes. This section also provides for a determination of
overpayment of tax in connection with diesel fuel, pistols and
revolvers in the event of certain price adjustments between the
seller and purchaser.
LIMITATIONS

Section 6501, in chapter 66, covers limitations on assessment
and collection. A detailed explanation of the numerous provisions
of this section is now under preparation in the national office and
since the limitations apply only to taxes imposed by the 1954 code,
and hence are not of immediate concern, it is not believed advisable
to take the time necessary to mention the numerous changes of
phraseology from the prior law. We will all have ample time to
become familiar with these limitations before they become of immediate concern to us.
Section 6502 prescribes a method of extending the limitation
period of six years within which collection may be made after
assessment of the tax. In view of the provisions of Section 6343
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which I referred to a few moments ago and which provide that a
levy may be released, it is now authorized that if a levy is made
prior to the expiration of the six-year period, such levy may be
released subsequent to the six-year period, and if, in consideration
of such release, the taxpayer agrees to extend the statute, then
the statute will remain open and allow future levies on all property of the taxpayer. The effective date of Section 6502 is the day
after the date of enactment. However, related Section 6343 is not
effective until January 1, 1955, hence an agreement may not be
secured after the expiration of the statutory period but before the
release of levy after January 1, 1955.
Section 6503 provides for a suspension of the statute of limitations as to collections until six months after the termination
of court proceedings under which the assets of the taxpayer are
in the control or custody of the court. This section was effective
the day after enactment, but only with respect to taxes imposed
by the 1954 code.
Section 6511 (a) extends to all taxes required to be reported
on returns the provisions of the prior law with respect to the period
of limitations for credit or refund of income taxes, which was three
years from the time the return was filed or two years from the
time the tax was paid, whichever expires the later. Thus, the
same rules now apply to alcohol and tobacco taxes, excise taxes,
railroad retirement taxes and federal unemployment tax. This
three-year rule for taxes payable by return is measured only from
the original due date without regard to any extension of time,
whereas prior law allowed three years from the actual date of filing of a late return. As to stamp taxes, the period is reduced from
four years to three years from the time the tax was paid.
Subsection (c) of 6511 extends to all taxes, except estate taxes,
the rule previously applicable to income tax that the period of limitation for credit or refund shall not expire prior to the end of six
months after any extension of the period for assessment, agreed
upon between the taxpayer and the Internal Revenue Service.
Subsection (d) is new. It provides a special ten-year period
of limitation with respect to overpayments resulting from foreign
taxes paid or accrued which may be claimed as a credit against
the Federal income tax.
Subsection (e) changes from one year to two years the period
within which claims may be filed for refund of excise tax on manufactured sugar where the sugar is used for livestock feed or for
distillation of alcohol.
Sections 6513 and 6532 contain a large number of provisions
relative to the period of limitations on refund or credit of taxes
imposed by the 1954 code. They will not become operative until
after several years have elapsed and in the meantime will be interpreted in detail. It is not believed advisable to take time now to
delve into these matters.
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INTEREST.

Section 6601 eliminates the charging of interest on unpaid
interest items. For example, under prior law, interest charged
during a period of extension of time for payment began to bear
interest on the date the extension ended. Also, under the prior law,
in the case of deficiencies in income, estate or gift taxes, interest
ran from the date prescribed for the payment of the tax to the
date of assessment of the deficiency, and then interest on the
amount assessed ran from the date of such assessment. Under
Section 6601, there will be no interest on interest, nor will there be
the 5 per cent penalty for failure to pay miscellaneous taxes imposed by Section 3310 of the 1939 code.
In the case of stamp taxes which were not paid, there was no
provision for interest under the prior law. Under Section 6601,
interest will run from the date the liability for the tax arose. A
6 per cent interest provision in this section supersedes the provision in prior law for 3 per cent interest in the case of extensions
of time to certain corporations expecting carry-backs. An exception to the general 6 per cent rule is provided for estate tax liabilities shown on the return as filed where an extension of time within
which to make payment is granted, in which case a 4 per cent rate
is charged.
An additional provision of the section is that if Notice and
Demand is made for payment of tax, and if the amount demanded
is paid within ten days after such Notice and Demand, interest will
not be imposed upon such amount for the period subsequent to the
date of the Notice and Demand.
Section 6611 provides that if any overpayment of income tax
is refunded within forty-five days after the last date prescribed for
filing the return, no interest will be allowed on such overpayment.
It also provides that interest will not be allowed on an overpayment
caused by a carry-back for the period prior to the close of the taxable year in which the net operating loss arises. These sections in
Chapter 67 became effective the day after the enactment, but apply
only to the taxes imposed by the 1954 code.
ADDITIONS TO THE TAX, ADDITIONAL AMOUNTS
AND ASSESSABLE PENALTIES

Section 6651 brings together and harmonizes various prior
provisions relating to additions to the tax for failure to file a return. The prior rules aplying to income, estate and gift taxes now
have been extended to other taxes so that a showing of reasonable
cause for failure to file a return may be established whether or not
the return ever has been filed. It also provides that additions to the
tax will be computed on the net amount due on the return rather
than on the gross amount of tax required to be shown on the return
as was previously true of several classes of tax. The penalty for
failure to file continues as before on the basis of 5 per cent if the
failure is for not more than one month, with an additional 5 per
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cent for each additional month or fraction, not exceeding 25 per
cent in the aggregate.
Section 6652 is new. It provides for a penalty of $1 for each
required information return such as Form 1099, or W-2 required
to be attached to Form 941 for the last quarter of the year, which
was not filed. The maximum amount to be paid for any one calendar year in the case of any one person is $1,000.
Section 6653 provides that the fraud penalty shall be 50 per
cent in the case of all taxes, whereas prior law provided a 100 per
cent penalty in the case of stamp taxes. It also provides that the
50 per cent fraud penalty is to be computed on the amount of the
deficiency in the case of income, estate and gift taxes if the return
was filed timely. If the return was delinquent, the total amount
of tax determined to be due is the base for the fraud penalty. For
all other classes of tax, except stamp taxes, where the return is
timely filed, the amount of the underpayment is the difference between the total amount of tax finally determined to be due and the
amount of tax shown by the taxpayer on his return, plus any
amount paid but not shown on the return, less any rebates. However, if the return was delinquent, then the amount of the underpayment is the difference between the total amount of tax finally
determined to be due and the amount paid but not shown on the
return filed by the taxpayer, less any rebates. Basically the two
provisions get the same result of finding the net underpayment.
In the case of stamp taxes, the addition to the tax for fraud is 50
per cent of the total amount of underpayment of tax. This section
further provides that no delinquency penalties may be asserted
if additions have been made to the tax on account of fraud. Negligence penalties at the rate of 5 per cent apply only to income and
gift taxes and are computed on the underpayment in the same
manner as the fraud penalty.
All three of these sections relating to penalties are effective
on the day after enactment and apply to taxes imposed by the 1954
code.
Section 6654 relates to failure by an individual to pay his
estimated income tax. Instead of the penalties under Section
294(d) of the 1939 code, there is now provided a single addition
of 6 per cent per annum, which may be avoided under certain conditions, computed from the due date of each installment on the
difference between the amount paid and 70 per cent of the amount
which should have been paid. In the case of farmers this percentage is 66 2/3 per cent. For purposes of applying this section,
the estimated tax is to be computed without any reduction for the
amount which the individual estimates as his credit for tax withheld at the source on wages, and the amount of such credit actually
allowed for the taxable year shall be deemed a payment of estimated tax. An equal part of such amount shall be deemed paid
on each installment date for such taxable year unless the taxpayer
establishes the dates on which all amounts were actually withheld,
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in which case the amounts so withheld shall be deemed payments
of estimated tax on the dates on which such amounts were actually
withheld. This section applies to years beginning after December
31, 1954.
Section 6655 provides a similar addition to the tax in the case
of failure. by a corporation to pay its estimated income tax. This
addition to the tax may be avoided under certain conditions, which
will be clarified by the issuance of instructions in the near future.
This section pertains to taxable years ending on or after December
31, 1955.
Section 6656 imposes a penalty for the failure without reasonable cause to comply with the depositary receipt system. The penalty is 1 per cent of the amount of the underpayment of the deposit
for each month or part of a month during which the underpayment
continues, but not to exceed 6 per cent in the aggregate. Under the
system of quarterly returns with monthly deposits, the maximum
penalty will not exceed 3 per cent, and it may be avoided if reasonable cause is established. This section applies to taxes under the
1954 code.
Section 6657 provivdes a penalty for giving the Internal
Revenue Service a bad check in payment of any tax. The penalty
amounts to 1 per cent of the amount of the bad check, except that
if the amount of the bad check is less than $500, the penalty shall
be $5 or the amount of the check, whichever is the lesser. The penalty will not be asserted if the person tendering the check did so
in good faith and had reasonable cause to believe that it would be
paid on presentation. This section also applies only with respect to
taxes imposed by the 1954 code.
Section 6672 relates to the failure to collect and pay over
those classes of tax which are required to be collected or withheld
by the taxpayer. The penalty prescribed in this section is 100 per
cent, and in those cases where it is applicable, the fraud and negligence penalties provided by Section 6653 will not apply. This section became effective on the day after enactment but is limited
to taxes imposed under the 1954 code.

ATTENTION SUBSCRIBER!
As announced in the July issue, the 30 year subject-author
index to DICTA is ready for your use. The students and attorneys
who have compiled the information feel that this publication will
be an invaluable aid in your library. This 85 page booklet, at a
printing cost to us of $2.00, is being made available to you as a
service of DICTA with no attempt to profit therefrom.
Please mail all checks to Mr. Spiro Nickolas, University of
Denver College of Law, with the checks made to the University
of Denver.
We sincerely solicit your support.
Thank you,
JOHN PHILLIP LINN, Managing Editor.

